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Srate Capirel, Suire 2303
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102-471-2111, FAX 402-471-3301
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Kate Witek
State Auditor
ewitck@mail.state.neus INDEPENDENT AUDITORS REPORT
Board of Trustees of the Nebraska State College System
Deann Haeffner, CPA Lincoln, Nebraska
Depury Stace Audicor
uelfner@®mail.state.ne.us We have audited the accompanying Statement of Net Assets of the Nebraska State
e College System (NSC), a component unit of the State of Nebraska, as of June 30,
Dlon Duslap; CRA 2003, and the related Statements of Revenues, Expenses, and Changes in Net
oo s oo Assts and of Cash Flows for the year then ended. These financia statements are
: the responsibility of the NSC's management. Our responsibility is to express an
Pat Reding, CPA opinion on these financia statements based on our audit.
At | ]r_:lllll.- "'L||<|iir1|
eding@mail.state, ne. us We conducted our audit in accordance with auditing standards generally accepted
o B in the United States of America and the standards gpplicable to financid audits
[im Channer, CPA contained in Government Auditing Standards, issued by the Comptroller General
e - Ny Hurl ot of the United States. Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether the financid statements are free of
materid mistatement. An audit incdludes examining, on a test bass, evidence

Mary Avery
A supporting the amounts and disclosures in the financid statements. An audit dso

SALE/Finance Manager

marya@mail srare.ne.us includes assessing the accounting principles used and sgnificant estimates made by
management, as well as evauding the overdl financia statement presentation. We

Dennis Meyer, CGFM believe that our audit provides a reasonable basis for our opinion.

Subdivision Budget

ORI In our opinion, the financid statements referred to ebove present fairly, in al

e SRiE s material respects, the financial position of the Nebraska State College System as of

Mark Avers. CPA June 30, 2003, and changes in its financid pogtion and its cash flows for the year

Sakdivietam Kk then ended in conformity with accounting principles generaly accepted in the United

Review Coordinator States of America

In accordance with Government Auditing Standards, we have aso issued our

report dated November 21, 2003, on our consderation of the NSC's internd
control over financid reporting and our tedts of its compliance with certain

Robert Hotz, JD
|.c:§;.|| Counsel
robhomé@mail.stare.ne.us
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provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.

The accompanying Management’s Discussion and Analysis as listed in the table of contents is
not a required part of the basic financial statements but is supplementary information required by
the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the NSC’s basic financial
statements. The accompanying Schedule of Expenditures of Federal Awards required by U.S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and the combining schedules as listed in the Table of Contents are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

MWQ,@A

November 21, 2003 Assistant Deputy Auditor



NEBRASKA STATE COLLEGE SYSTEM

MANAGEMENT’SDISCUSSION AND ANALY SIS (UNAUDITED)

This section of the Nebraska State College System’s (NSC) financia report presents a narrative
overview and andlyss of the financid activities d the NSC for the fiscal year ended June 30, 2003.
This andyss has been prepared by management of the NSC and is intended to be read with the
financia statements and related footnotes that follow this section.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discusson and analyss is intended to serve as an introduction to the NSC's basc financid
gatements. The NSC's basic financid statements include: 1) Statement of Net Assets, 2) Statement of
Revenues, Expenses, and Changes in Net Assats, 3) Statement of Cash Flows, and 4) Notes to
Financid Statements. This report also contains information in addition to the basic financid atements.

The Statement of Net Assets presents information on al of the NSC's assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as auseful indicator of whether the financid position of the NSC isimproving or deteriorating.

The Statement of Revenues, Expenses, and Changes in Net Assets presents information showing how
the NSC's net assets changed during the most recent fisca year. All changesin net assets are reported
as soon as the underlying event giving rise to the change occurs, regardless of the timing of related cash
flows. Thus, revenues and expenses are reported in this satement for some items that will only result in
cash flows in future fisca periods (e.g., earned but unused vacation leave).

The Statement of Cash Flows presents the NSC's flows of cash by defined categories. The primary
purpose of the Statement of Cash Flows is to provide information about the NSC's cash receipts and
payments during the yeer.

The Notes to Financid Statements provide additiona information that is essentid to a full understanding
of the data provided in the financia statements.

In addition to the basic financid Statements and accompanying notes, this report adso presents
information required by the Single Audit Act and OMB Circular A-133, and optiond financid
information of combining schedules by College.

FINANCIAL ANALYS SOF THE NSC ASA WHOLE

Changesin Net Assets
For the fiscal year ended June 30, 2003, net assets of the NSC increased by 9%.



NEBRASKA STATE COLLEGE SYSTEM

MANAGEMENT’SDISCUSSION AND ANALY SIS (UNAUDITED)

(Continued)

Current Assets

Noncurrent Assets
Capital Assets, Net
Other Noncurrent Assets

Total Assets

Current Liabilities
Noncurrent Liabilities
Totd Liabilities

Net Assets
Invested in Capital Assets, Net of Related Debt
Redtricted
Unrestricted
Total Net Assets

Operating Revenues
Tuition and Fees, Net
Federd and State Grants and Contracts
Auxiliary Enterprises, Net
Other Operating Revenues

Tota Operating Revenues
Operating Expenses
Operating L oss
Nonoper ating Revenues (Expenses)
State Appropriations
Federd and State Grants and Contracts
Private Grants and Contracts
Investment Income
Other Nonoperating Expenses

Tota Nonoperating Revenues

2003 2002
14,804,950 17,861,703
81,954,149 69,868,258
16,659,737 16,580,319

113,418,836 104,310,280
10,386,296 10,625,227
29,240,932 25,917,430
39,627,228 36,542,657
51,290,593 40,495,157
17,473,756 21,977,827

5,027,259 5,294,639
73,791,608 67,767,623
2003 2002
11,594,755 11,703,570

7,163,190 6,524,915

8,187,202 8,027,249

280,675 514,012
27,225,822 26,769,746
66,323,669 66,087,963

(39,097,847) (39,318,217)

36,248,012 35,543,848

2,555,246 2,173,515
984,632 1,082,778
1,154,782 1,007,811
(1,507,154) (889,800)
39,435,518 38,918,152




NEBRASKA STATE COLLEGE SYSTEM

MANAGEMENT’SDISCUSSION AND ANALY SIS (UNAUDITED)

(Continued)
2003 2002

Gain (Loss) before Other Revenues

and Tranders 337,671 (400,065)
Capital Federal Grantsand Contracts - 797,423
Capital State Grantsand Contracts 118,782 216,003
Capital Appropriationsand Grants 3,763,694 2,444,231
Capital Contributions 912,082 688,829
Capital Facilities Fee 891,756 971,458
Trandfers - 6,472
Increasein Net Assets 6,023,985 4,724,351
Net Assets, Beginning of Year 67,767,623 63,043,272
Net Assets, End of Year $ 73,791,608 $ 67,767,623

The fiscal year ended June 30, 2003 is the first year that the NSC has reported as a single entity. The
NSC includes Chadron State College (CSC), Peru State College (PSC), Wayne State College (WSC),
and the NSC System Office in Lincoln, each of which has previoudy been audited individudly. The
desgnation as a Single entity reflects the generd governing authority of the Board of Trustees, including
the authority to distribute the State gppropriation among the colleges and the Systemn Office,

The audit for the fiscal year ended June 30, 2003, includes information on the Nebraska State Colleges
Fecilities Corporation, a non-profit corporation, statutorily created to alow the NSC to finance building
projects o the Board of Trustees of the Nebraska State Colleges on any of its campuses through the
issuance of notes, bonds, or other obligations. The members of the Board of Trustees so serve asthe
officers of the Facilities Corporation. Bonds issued by the Facilities Corporation in recent years include
those authorized under LB 1100, passed in 1998, and LB 1, passed during the first specid sesson of
the 97" Legidature in 2001. Repayment is from legidative appropriations and student fees. The long-
term debt of the Facilities Corporation accrues to the System Office while the assats acquired as the
result of renovations and new construction appear as assets at the individua colleges.

-5-



NEBRASKA STATE COLLEGE SYSTEM

MANAGEMENT’'S DISCUSSION AND ANALY SIS (UNAUDITED)
(Continued)

At June 30, 2003, the NSC had net assets of $73.8 million. These were comprised of Unrestricted -
$5 million; Redtricted - $17.5 million, and Invested in Capital Assets, Net of Related Debt - $51.3
million.

Net Assets

™0

B Invested in Capital Assets, Net of Related Debt Restricted O Unrestricted

The operating revenues were $27.2 million, which includes $11.6 million in tuition and fees, federd
grants and contracts of $7.2 million, auxiliary enterprises of $8.2 million, and other operating revenues
of $.3 million.

Operating Revenues

1%

30%
43%

26%

O Tuition & Fees B Federal Grants O Auxiliary Enterprises O Other Operating Revenue




NEBRASKA STATE COLLEGE SYSTEM

MANAGEMENT’'S DISCUSSION AND ANALY SIS (UNAUDITED)
(Continued)

Operating expenses amounted to $66.3 million. Compensation and benefits accounted for $44 miillion,
or 67% of the totd; contractud services were $2 million; supplies and materids, $5.2 million;
scholarships and fellowships, $1.1 million; depreciation, $2.9 million; utilities, $2.8 million; repairs and
maintenance, $.9 million; communications, $1 million; food service, $2.5 million; and other, $3.9 million.

Operating Expenses

14%

67%

B Compensation and Benefits Contractua Services
O Supplies and Materias O Depreciation
Utilities O Other

The current year operating loss amounted to $39.1 million.

Non-operating revenues, which are predominantly State appropriations, added $39.4 million.

Non-Oper ating Revenues
8%
6%
3%
2%
O State Appropriations Federal/State Grants and Contracts
O Investment Income O Private Grants and Contracts

When combined with Federd and State grants and contracts, capitd appropriations, capita
contributions, and capitd facility fees, the result was a $6 million or 9% increase in net assets over
2001-2002.



NEBRASKA STATE COLLEGE SYSTEM

MANAGEMENT’SDISCUSSION AND ANALY SIS (UNAUDITED)
(Continued)

The mogt significant changes from the fiscal year ended June 30, 2002 to the fisca year ended June 30,
2003, include increases in capita assets, net of depreciation and decreases in accounts payable. The
increases relate to continuing congtruction and renovation projects at the Colleges. The decreases are
attributable to the concern surrounding budget cuts and a change in spending habits from the prior year.

CAPITAL ASSET AND DEBT ADMINISTRATION

As of June 30, 2003, the NSC had recorded $130.4 million in gross capitd assets and $48.4 million in
accumulated depreciation thet resulted in $82 million in net capital assets. During the fiscal year ended
June 30, 2003, the NSC added $3 million in buildings and improvements, $.3 million in infrastructure
improvements, $.4 million in furniture and equipment, $.5 million in library materids and art, and another
$13.9 million in congtruction in progress. New depreciation of $2.9 million, disposas, and transfers left
an ending balance of net capita assats of $82 miillion.

At the end of the fiscd year, the NSC had $30.9 million of outstanding long-term debt. In August of
2002, the NSC refinanced dl of the existing outstanding revenue bond debt at the three colleges under a
sngle Magter Resolution.  The issue, which totaed $14.3 million, aso provided long-term financing for
the 1999 Centennid Complex dormitory renovation at PSC financed initidly with bond anticipation
notes (BANS). Likewise, it secured funding to renovate Morgan Hal a PSC and Nehardt Hall at
WSC and make various fire and life safety improvements at several other WSC residence halls. The
Magter Resolution gives added strength to the colleges in the marketplace, as the combined surplus
fundsfor all three colleges back the bond obligations. Interest rates were secured through the new issue
that provide savings on the refinanced portion of the debt and reasonable rates on the new money.

Since the close of the fiscd year ended June 30, 2003, the NSC has issued additional new debt of $6.9
million to renovate the Edna Work Dormitory at CSC and accomplish additiond deferred maintenance
and life safety improvements at WSC dorms.  Revenue bond programs a the colleges maintained debt
sarvice ratios ranging from 143% to 163% for the fisca year ended June 30, 2003.

Capitd improvements to NSC facilities have been ongoing throughout the year, funded by State
appropriations, bonding, student fees, private funds, Federd and State grants, and revenue bond funds.
At CSC, the Mari Sandoz High Plains Heritage Center was dedicated in September, involving a mgor
renovation of the old Carnegie Library and an arium addition; and a total upgrade of the hesating,
ventilating, and ar-conditioning (HVAC) sysem a CSC's man classoom building is underway. A
biomass project that will alow the use of CSC's wood-fired boiler to provide centrdized cooling isin
progress. Various dormitory improvements have been made, and a new $1.2 million maintenance
facility has been completed.



NEBRASKA STATE COLLEGE SYSTEM

MANAGEMENT’'S DISCUSSION AND ANALY SIS (UNAUDITED)
(Continued)

At PSC, the library has been relocated into the totaly renovated old gymnasium building. An enclosed
walkway connects the new library and the old library, and the old library is being renovated to be the
new Academic Resource Center. The first phase of the renovation to the historic women's dormitory,
ElizaMorgan Hall, is complete. Mgor improvements have been accomplished at T. J. Mgors Hdl, the
campus s man classoom facility. A new water filtration system has been completed and new boilers
are being ingaled in the renovated campus services building.

At WSC, the Ramsey Theater renovation and addition was completed during the year withthe help of a
Szeable grant from the Lied Foundation. Magor upgrades to the track and stadium were in progress
over the fisca year ended June 30, 2003 and are now completed. A privately owned energy plant on
campus has been purchased and totally renovated, with new boilers and chillers; and the underground
piping has been extended to provide additiona capacity and redundancy to improve the system. The
Rice Auditorium HVAC sysem has been completely renovated with air-conditioning added to the
fadlity. Nehardt Hal has been totdly renovated, and fire and life safety improvements and roofing
repairs have been accomplished at severd other dormitories. A new outdoor plaza has been added
between the high-rise dormitory and the student center.

See the Notes to Financid Statements for additional discussion of capita assets and long-term ligbilities.

ECONOMIC OUTLOOK AND SUBSEQUENT EVENTS THAT WILL AFFECT THE
FUTURE

The NSC, adong with other educationd entities and State agencies, has been impacted by the economic
downturn affecting the nation. Appropriations were reduced through two regular sessons and two
gpecial sessons of the Legidature. For the year ended June 30, 2003, the NSC appropriation alowed
for only a 2% increase, and for the fisca year ending June 30, 2004, the gppropriation is lower than the
prior year by 5.1%. Operating and staffing reductions were necessary to cover rising cods. Tuition
rates were increased 9.3% for the 2002-2003 academic year and have been increased another 14.1%
for the 2003-2004 year. Nonetheless, the tuition level for the NSC continues to be compstitive in the
area, being lower than both the University of Nebraska at Kearney and at Lincoln. The rates are about
on par with peer inditutions around the country. Like the rest of the country, the economy in Nebraska
is beginning to turn around.

The Nebraska State Colleges are located in areas of the State where they provide stability and
economic support for rura condituencies within the State. A recert legidative sudy resolution
recommended a continuation of the current governance and organizationa structure within the higher
education community in Nebraska. The report endorsed the importance of the NSC and its open
enrollment misson, urging ongoing cooperaion with the community colleges to provide continuing
educationd opportunities for students from smdler towns and rurd aress as well as area cities. The
indications are that the NSC can expect stable gppropriation support into the future.
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NEBRASKA STATE COLLEGE SYSTEM
STATEMENT OF NET ASSETS
June 30, 2003

Assets
Current Assets
Cash and Cash Equivalents 10,640,736
Restricted Cash and Cash Equivalents 1,462,594
Accounts Receivable, Net 426,887
State Grants and Appropriations Receivable 1,349,478
Other Receivables 195,032
Inventories 104,435
Loans to Students, Net 508,200
Prepaid Expenses 117,588
Total Current Assets 14,804,950
Noncurrent Assets
Restricted Cash and Cash Equivalents 10,980,858
Restricted Investments Held by Trustee 3,077,410
Other Receivables 1,680
Loans to Students, Net 2,222,162
Capital Assets, Net 81,954,149
Deferred Bond Issue Costs 377,627
Total Noncurrent Assets 98,613,886
Total Assets 113,418,836
Liabilities
Current Liabilities
Accounts Payable and Accrued Liabilities 5,623,565
Accrued Compensated Absences 1,263,249
Capital Lease Obligations 2,752
Deferred Revenue 291,121
Interest Payable 290,105
Long-Term Debt 2,500,000
Deposits Held in Custody for Others 354,118
Unamortized Bond Premium 38,585
Other Liabilities 22,801
Total Current Liabilities 10,386,296
Noncurrent Liabilities
Accrued Compensated Absences 500,292
Long-Term Debt 28,415,000
Capital Lease Obligations 2,520
Unamortized Bond Premium 154,338
Other Liabilities 168,782
Total Noncurrent Liabilities 29,240,932
Total Liabilities 39,627,228
Net Assets
Invested in Capital Assets, Net of Related Debt 51,290,593
Restricted for:
Expendable
Loans 3,160,890
Debt Service 13,512,037
Other Restricted 800,829
Unrestricted 5,027,259
Total Net Assets 73,791,608

The accompanying notes are an integral part of the financial statements.
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NEBRASKA STATE COLLEGE SYSTEM
STATEMENT OF REVENUES, EXPENSES, AND
CHANGES IN NET ASSETS
Fiscal Year Ended June 30, 2003

Operating Revenues

Tuition and Fees, Net $ 11,594,755
Federal Grants and Contracts 6,542,882
State Grants and Contracts 620,308
Auxiliary Enterprises, Net 8,187,202
Other Operating Revenues 280,675
Total Operating Revenues 27,225,822
Operating Expenses
Compensation and Benefits 44,061,190
Contractual Services 1,956,731
Supplies and Materials 5,198,632
Scholarships and Fellowships 1,132,692
Depreciation 2,893,910
Utilities 2,825,463
Repairs and Maintenance 891,257
Communications 1,013,222
Food Service 2,455,000
Other Operating Expenses 3,895,572
Total Operating Expenses 66,323,669
Operating Loss (39,097,847)
Nonoperating Revenues (Expenses)
State Appropriations 36,248,012
Federal Grants and Contracts 2,096,418
State Grants and Contracts 458,828
Private Grants and Contracts 984,632
Investment Income 1,154,782
Interest on Capital Asset-Related Debt (1,265,394)
Other Nonoperating (Expenses) (241,760)
Total Nonoperating Revenues 39,435,518
Gain Before Other Revenues 337,671
Capital State Grants and Contracts 118,782
Capital Facilities Fee 891,756
Capital Contributions 912,082
Capital Appropriations and Grants 3,763,694
Increase in Net Assets 6,023,985
Net Assets, Beginning of Year, as Restated 67,767,623
Net Assets, End of Year $ 73,791,608

The accompanying notes are an integral part of the financial statements.
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NEBRASKA STATE COLLEGE SYSTEM
STATEMENT OF CASH FLOWS
Fiscal Year Ended June 30, 2003

Cash Flows From Operating Activities

Tuition and Fees $ 11,583,261
Grants and Contracts 7,169,757
Payments to Suppliers (14,757,024)
Payments for Utilities (2,825,463)
Payments to Employees (43,738,467)
Loans Issued to Students (800,126)
Collections of Loans to Students 583,898
Sales and Services of Auxiliary Enterprises 8,222,456
Other Payments (1,052,287)
Net Cash (Used) by Operating Activities (35,613,995)
Cash Flows From Noncapital Financing Activities
State Appropriations 36,429,063
Grants and Contracts 3,666,965
Contributions 52,035
Net Cash Provided by Noncapital Financing Activities 40,148,063
Cash Flows From Capital and Related Financing Activities
Receipt from State for Capital Purchases 3,156,679
Purchase of Capital Assets (15,333,731)
Proceeds from Issuance of Capital Debr 14,315,000
Principal Paid on Capital Debt (10,485,000)
Interest Paid on Capital Debt (1,559,728)
Capital Contributions 912,082
Capital Facilities Fee 891,756
Other Capital and Related Financing Activities (293,797)
Net Cash (Used) by Capital and Related Financing Activities (8,396,739)
Cash Flows From Investing Activities
Proceeds from Sales and Maturities of Investment: 1,459,970
Purchase of Investments (1,965,175)
Investment Income 1,154,782
Net Cash Provided by Investing Activities 649,577
Decrease in Cash and Cash Equivalents (3,213,094)
Cash and Cash Equivalents, Beginning of Year 26,297,282
Cash and Cash Equivalents, End of Year $ 23,084,188
Reconciliation of Cash and Cash Equivalents to the Statement of Net Assets
Cash and Cash Equivalents $ 10,640,736
Restricted Cash and Cash Equivalents - Current 1,462,594
Restricted Cash and Cash Equivalents - Noncurrent 10,980,858
Total Cash and Cash Equivalents $ 23,084,188
Reconciliation of Net Operating Revenues (Expenses) to Net Cash Used in
Operating Activities
Operating Loss $ (39,097,847)
Depreciation Expense 2,893,910
Changes in Operating Assets and Liabilities
Receivables, Net (135,489)
Inventories (6,011)
Accounts Payable and Accrued Liabilities 209,138
Accrued Compensated Absences 248,155
Other Assets and Liabilities 274,149
Net Cash Used in Operating Activities $ (35,613,995)

Supplemental Cash Flows Information

Accounts Payable Incurred for Capital Asset Purchases $ 1,376,574

The accompanying notes are an integral part of the financial statements
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NEBRASKA STATE COLLEGE SYSTEM

NOTESTO FINANCIAL STATEMENTS

For the Fiscal Y ear Ended June 30, 2003

Summary of Significant Accounting Policies

Nature of Operations

The Nebraska State College System (NSC) is a governmentd indtitution established under and
governed by the laws of the State of Nebraska. The NSC operates under the jurisdiction of the
Board of Trustees of the Nebraska State Colleges. The NSC includes Wayne State College
(WSC), Chadron State College (CSC), Peru State College (PSC), the System Office, and the
Nebraska State College Facilities Corporation (a component unit). The NSC is a component
unit of the State of Nebraska (State) because it is financialy accountable to the State. The
financiad statementsinclude al funds of the NSC. The mgor accounting principles and practices
followed by the NSC are presented below to assig the reader in evduating the financid
statements and accompanying notes.

These statements have been prepared in accordance with accounting principles generaly
accepted in the United States of America as prescribed by the Governmenta Accounting
Standards Board (GASB). The GASB has issued GASB Statement No. 34, Basic Financial
Statementsand Management’s Discusson and Analysis — For Sate and Local
Governments, as amended by GASB Statement No. 35, Basic Financial Statements - and
Management’s Discussion and Analysis - for Public Colleges and Universities. The NSC
folows the “business-type’ activities reporting format of GASB Statement No. 34. This
reporting format requires the following dements:

Management' s Discussion and Analyss

Basic Financid Statements.
Statement of Net Assets
Statement of Revenues, Expenses, and Changesin Net Assets
Statement of Cash Flows

Notes to Financid Statements

The NSC has the option to apply adl Financia Accounting Standards Board (FASB)
pronouncements that were issued after November 30, 1989, unless the FASB pronouncement
conflicts with or contradicts a GASB pronouncement. The NSC has elected not to apply
FASB pronouncements issued after the gpplicable date.

Consolidated Restatement
In prior years the Colleges had separate Generaly Accepted Accounting Principles (GAAP)

financid statements prepared and the Facilities Corporation had separate cash basis financia
satements prepared. The fiscd year ended June 30, 2003, is the first year consolidated

-13-



NEBRASKA STATE COLLEGE SYSTEM

NOTESTO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Policies (Continued)

system-wide financiad statements were prepared. Certain intra-entity transactions between the
Facilities Corporation, the NSC Office, and the Colleges require dimination to properly reflect
the consolidated net assets of the NSC as of June 30, 2002.

The fallowing restatements were made to the beginning of year net assets to conform to the
consolidated fisca year end June 30, 2003 format:

WSC CsC PSC NSC Office Total
Net Assets Previously
Stated $ 34672255 $ 24053162 $ 14657137 $ (3114550) $ 70,268,004
Consolidated Adjustment (1,659,052) - (841,329) - (2,500,381)
Net Assets, Beginning of
Y ear, as Restated $ 33013203 $ 24053162 $ 13815808 $ (3114550) $ 67,767,623

Reporting Entity

The NSC has consdered dl potentid component units for which it is financialy accountable and
other organizations that are fiscadly dependent on the NSC, or the sgnificance of their
relaionship with the NSC is such that excluson would be mideading or incomplete. GASB has
st forth criteria to be considered in determining financid accountability. These criteriainclude
gppointing a voting mgority of an organization’s governing body, and (1) the ability of the NSC
to impose itswill on that organization, or (2) the potentia for the organization to provide specific
financia benefits to, or impose specific financia burdens on the NSC.

As required by GAAP, these financid statements present the NSC and its component unit, the
Nebraska State Colleges Facilities Corporation, a nonprofit corporation incorporated in 1983
to finance the repair or congruction of buildings or the acquisition of equipment for use by the
State Colleges. This component unit is included in the NSC's reporting entity because of the
ggnificance of its operationd or financid relationships with the NSC. This component unit isan
entity that is legaly separate from the NSC, but is so intertwined with the NSC that it is, in
substance, the same as the NSC. The Facilities Corporation’s balances and transactions are
blended into the accompanying financia statements and reported in a manner smilar to the
balances and transactions of the NSC itsdlf.

The NSC is the beneficiary of foundations that are separate legd entities with their own boards
of trusees. The foundations have legd title to dl of the foundations assets. The financid
activity of the foundations, for which the NSC does not have oversght responshility, is not
included in the NSC'sfinancid statements.
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NEBRASKA STATE COLLEGE SYSTEM

NOTESTO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Palicies (Continued)

Basis of Accounting and Presentation

The financial statements of the NSC have been prepared on the accrud basis of accounting.

Revenues, expenses, gains, losses, assats, and liabilities from exchange and exchange-like
transactions are recognized when the exchange transaction takes place, while those from
government-mandated nonexchange transactions (principaly Federd and State grants and State
aopropriations) are recognized when al gpplicable digibility requirements are met.  Internd

activity and baances are diminated in preparation of the financid statements unless they rdate
to services provided and used internaly. Operating revenues and expenses include exchange
transactions and  program-pecific, government-mandated nonexchange  transactions.
Government-mandated nonexchange transactions that are not program specific (such as State
gopropriations), investment income, and interest on capital asset-related debt are included in
nonoperating revenues and expenses. The NSC first applies restricted net assets when an
expense or outlay is incurred for purposes for which both restricted and unrestricted net assets
areavalable.

Use of Estimates

The preparation of financid datements in conformity with accounting principles generdly
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and ligbilities and disclosure of contingent
assets and liabilities at the date of the financid statements and the reported amounts of revenues,
expenses, and other changes in net assets during the reporting period. Actud results could
differ from those estimates.

Cash and Cash Equivalents

Cash and Cash Equivdents are sated at fair value. Cash is deposited with the Nebraska State
Treasurer on a pooled basis in a State fund. Income earned by the pool is dlocated to the
NSC based upon average daily balances. From time to time, the Nebraska Sate Investment
Officer, as dlowed by datute, participates in securities lending transactions, which make use of
amounts on deposit from the NSC. Securities lending transactions cannot be specificaly
identified to amounts on deposit from the NSC and as such are not included in the financia
statements for the year ended June 30, 2003.

The NSC condders dl liquid investments with origind maturities of twelve months or less to be

cash equivdents. At June 30, 2003, cash equivaents conssted primarily of money market
funds.
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NEBRASKA STATE COLLEGE SYSTEM

NOTESTO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Palicies (Continued)

| nvestments and | nvestment | ncome

Investments, including those held by atrustee, are carried at fair vaue. Fair vaue is determined
using quoted market prices.

Investment income conssts of interest income and the net change for the year in the fair vaue of
investments carried at fair value.

Accounts Receivable

Accounts receivable consst of tuition and fee charges to sudents and charges for auxiliary
enterprise services provided to students, faculty, and staff.  Accounts receivable are recorded
net of estimated uncollectible anounts. The alowance for uncallectible anounts was $286,000
at June 30, 2003.

WSC $ 158,000
CSC 65,000
PSC 63,000

Deferred Bond | ssue Costs

Bond issue costs incurred on the revenue bond issues have been deferred and are keing
amortized over the life of the bonds using the effective interest method. Tota amortization for
the year ended June 30, 2003, was $377,627.

WSC $ 158,276

CSC 81,182

PSC 33,309

System Office 104,860
I nventories

Inventories are stated at the lower of cost or market. Cogt is determined using the firg-in, fird-
out (FIFO) method.

- 16 -



NEBRASKA STATE COLLEGE SYSTEM

NOTESTO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Palicies (Continued)

Loans to Students

The NSC makes loans to students under the Federal Perkins Loan Program. Such bans
recelvable are recorded net of estimated uncollectible amounts. The alowance for uncollectible
loans netted against loans to students was $404,311 at June 30, 2003.

WSC $184,311

CSC 120,000

PSC 100,000
Capital Assets

Capital assets are recorded a cost at the date of acquigtion, or fair value a the date of
donation if acquired by gift. Generdly, equipment that has a cost in excess of $5,000 a the
date of acquisition and has an expected useful life of two or more yearsis capitdized. Also, dl
land, buildings, infrastructure, and congtruction in progress are capitdized. Depreciation is
computed using the sraight-line method over the estimated useful life of each asset, with one-
half of one year's depreciation taken in the first and last years of the asset life. The following
estimated useful lives are being used by the NSC.:

Buildings and improvements 20 — 50 years

Infrastructure 10 - 50 years

Furniture, fixtures, and equipment 3—-10years

Library materias Syears
Compensated Absences

The NSC's policies permit most employees to accumulate vacation benefits. Staff earn 12 to
25 days of vacation each year and may carry over vacation earned during the prior year.

Expense and the related ligbility are recognized as vacation berefits are earned whether the
employee is expected to redize the benefit as time off or cash. In addition, certain classfied
daff receive a cash payment of one-fourth of accrued sick leave upon retirement from the NSC.
Expense and the rlated ligbility for sick leave benefits are recognized when earned to the extent
the employee is expected to redlize the benefit in cash determined using the termination payment
method. Sick leave benefits expected to be redized as paid time off are recognized as an
expense when the time off occurs.
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NOTESTO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Palicies (Continued)

Deferred Revenue

Deferred revenue represents unearned student tuition and fees and advances on grants and
contract awards for which the NSC has not met dl of the gpplicable digibility requirements.

Classification of Revenues

The NSC has classified its revenues as either operating or nonoperating revenues according to
the following criteria

Operating revenues — Operating revenues include activities that have the characterigtics of
exchange transactions, such as (1) student tuition and fees, net of scholarship alowances,
(2) salesand services of auxiliary enterprises, and (3) interest on student loans.

Nonoperating revenues — Nonoperating revenues include activities that have the
characterigtics of nonexchange transactions, such as gifts and contributions, and other
revenue sources that are defined as nonoperating revenues by GASB Statement No. 9,
Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds and
Governmental Entities That Use Proprietary Fund Accounting, and GASB Statement
No. 34, such as state gppropriations and investment income.

Scholarship Discounts and Allowances

Student tuition and fee revenues, and certain other revenues from students, are reported net of
scholarship alowances in the Statement of Revenues, Expenses, and Changes in Net Asses.
Scholarship dlowances are the difference between the stated charge for goods and services
provided by the NSC, and the amount that is paid by students and/or third parties making
payments on the students behdf. Certain governmentd grants, such as Pdll grants, and other
federd, state, or nongovernmental programs, are recorded as either operating or nonoperating
revenues in the NSC's financid statements. To the extent revenues from such programs are
used to satisfy tuition and fees and other student charges, the NSC has recorded a scholarship
dlowance. The scholarship dlowances on tuition and fees and auxiliary enterprises for the year
ended June 30, 2003, were $6,815,607 and $2,689,542, respectively.

Tuition and Fees Auxiliary Enterprises
WSC $ 2,642,079 $ 1,344,613
CSsC 2,783,471 680,726
PSC 1,390,057 664,203
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NOTESTO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Policies (Concluded)

| ncome Taxes

As apalitical subdivison of the State of Nebraska, the NSC is exempt from federa and State
income taxes.

Depodits, | nvestments, and | nvestment Return

Deposits

At June 30, 2003, the carrying value of the NSC's deposits was $575,005 and he bank
balance was $616,997. The bank balance a June 30, 2003, was entirely covered by federa
depository insurance and collateral held by the pledging indtitution’s agent in other than the
NSC's name. State law requires collateralization of al deposts with federa depostory
insurance; bonds and other obligations of the U.S. Treasury, U.S. agencies and insrumentalities
of the State of Nebraska; or a surety bond having an aggregate value at least equa to the
amount of the deposits. No legd opinion has been obtained regarding the enforceability of any
of the collateral arrangements.

Cash balances of $11,532,417 at June 30, 2003, are maintained with the Nebraska State
Treasurer. By State Statute, the Treasurer is required to ensure that dl State funds are either
insured by Federal Deposit Insurance Corporation (FDIC), collaterdized by securities held by
the cognizant Federd Reserve Bank, or invested in U.S. government obligations. The NSC's
deposits with the Treasurer are pooled with the funds d other State agencies and then, in
accordance with gtatutory limitations, deposited in banks or invested as the Treasurer may
determine,

| nvestments

The NSC may legdly invest in direct obligations of and other obligations guaranteed as to
principa by the U.S. Treasury and U.S. agencies and instrumentdities and in bank repurchase
agreements.

The NSC's investments are categorized to give an indication of the level of custodia credit risk
assumed by the NSC. Category 1 includes investments that are nsured or registered or for
which the securities are held by the NSC or its agent in the NSC's name.  Category 2 includes
uninsured and unregistered investments for which the securities are held by dedler bank’s trust
department or agent in the NSC's name.  Category 3 includes uninsured and unregistered
investments for which the securities are held by the dedler bank’s trust department in other than
the NSC's name, by the broker/dedler, by the deder bank or by another bank that is a
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Deposits, Investments, and I nvestment Return (Concluded)

subsdiary of the same holding company as the deder bank. The NSC'sinvestmentsin money
market funds and State pooled investments are not classified by custodia risk, as they are not

evidenced by securitiesthat exist in physical or book entry form.

U.S. Treasury Obligations— Category 3
Federal Home Loan Bank Deposits— Category 3

Fair Value

$

Governmental Securities Money Market Funds — Uncategorized

Certificates of Deposit — Uncategorized
State Investment Pool — Uncategorized

Summary of Fair Values

The fair values of depodts and investments shown above are included in the satement of net

asxis asfollows

$

14,054,176

Far vdue

Deposits $ 12,107,422
Investments 14,054,176
Total as of June 30, 2003 $ 26,161,598

Included in the Statement of

Net Assets

Cash and Cash Equivdents $ 10,640,736
Restricted Cash and Cash Equivaents 12,443,452
Investments held by Trustee 3,077,410
$ 26,161,598
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3. Capital Assets

Capitd assets activity for the year ended June 30, 2003 was.

Beginning Ending
Balance Additions Disposals Transfers Balance
Assets
Land $ 535263 $ 21368 $ - 3% - $ 556,631
Building and Improvements 84,198,297 3,015571 (8,769) - 87,205,099
Infrastructure 10,811,956 292,445 - - 11,104,401
Furniture, Fixtures, and Equipment 3,014,572 436,986 (244,748) - 3,206,810
Library Materids 7,506,856 468,081 (24,125) - 7,950,812
Art 77442 45,000 - - 122,442
Construction in Progress 9,472,792 13,856,934 - (3114,571) 20,215,155
115,617,178 18,136,385 (277,642 (3,114,571) 130,361,350
Accumulated Depreciation
Buildings and Improvements 33,918,740 1,677,351 (8,769) - 35,587,322
Infrastructure 3,745,067 337,963 - - 4,083,030
Furniture, Fixtures, and Equipment 1,876,201 370,641 (203,580) - 2,043,262
Library Materias 6,208,912 507,955 (23,280) - 6,693,587
Total Depreciation 45,748,920 2,893,910 (235,629) - 48,407,201
Net Capital Assets $ 69868258 $ 15242475 $ (42013) $ (3114571) $ 81,954,149
System
Net Assetsby Facility WSC CsC PSC Office Balance

Land $ 387580 $ 493%5 $ 119656 $ - 8 556,631
Building and Improvements 21,499,563 19,533,742 10,584,472 - 51,617,777
Infrastructure 3,808,705 1,466,875 1,745,791 - 7,021,371
Furniture, Fixtures, and Equipment 396,324 546,623 217,401 3,200 1,163,548
Library Materials 464,039 626,260 166,926 - 1,257,225
Art 77442 45,000 - - 122,442
Construction in Progress 11,525,657 1,206,758 7,482,740 - 20,215,155
$ 38159310 $ 23474653 $ 20316986 $ 3200 $ 81,954,149
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Long-Term Liabilities

The following is a summary of long-term obligation transactions for the NSC for the year ended
June 30, 2003:

Beginning Ending Current
Balance Additions Deductions Balance Portion
Revenue Bond Anticipation $ 1825000 $ - $ 182500 $ -3
Revenue Bonds 8,025,000 - 8,025,000 - -
Revenue and Refunding Bonds - 14,315,000 - 14,315,000 375,000
Facilities Corporation Bonds 17,235,000 - 635000 16,600,000 2,125,000
Total Long-Term Debt 27,085,000 14,315,000 10,485,000 30,915,000 2,500,000

Other Noncurrent Liabilities:

Accrued Compensated Absences 1,512,366 251,175 - 1,763,541 1,263,249
Capital Lease Obligations 15,317 - 10,045 5,272 2,752
Unamortized Bond Premium 231,508 - 38,585 192,923 338,585
Other Liabilities 213,150 - 21,567 191,583 22,801

Total Other Noncurrent
Liabilities 1,972,341 251,175 70,197 2,153,319 1,327,387

Total Noncurrent Liabiliies ~ $ 29057341  $ 14566175 $ 10555197 $ 33068319 $ 3,827,387

Student Fees and Facilities Revenue and Refunding Bonds

In August 2002, the Board of Trustees of the Nebraska State College System authorized the
issuance of $14,315,000 of Student Fees and Facilities Revenue and Refunding Bonds Series
2002. The purpose of the issuance was to provide payment and redemption of outstanding
Revenue Bonds and Revenue Bond Anticipation Notes, refinance existing long-term debt, and
finance improvements to the College's facilities. Under the bond resolution for Student Fees
and Facilities Revenue and Refunding Bonds, revenues and earnings derived from operations of
al revenue facilities and specid student fees are pledged for payment of the principa and
interest amount of the bonds. The bonds are not obligations of the State of Nebraska, and no
tax funds shall be appropriated for payment of principd and interest. The amounts for Peru,
Wayne, and Chadron State College’'s portion of the bond obligation were $3,605,000,
$8,195,000, and $2,515,000, respectively, bearing interest at rates from 1.6% to 5.0%, with
payments due from 2003 to 2027.
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Long-Term Liabilities (Continued)

Nebraska State College Facilities Corporation Bonds

In July 1999, the Nebraska State College Facilities Corporation authorized the issuance of

$6,845,000 of Series 1999 Bonds. Proceeds are used by the Nebraska State Colleges for
various deferred maintenance, repair, and renovation cepita projects on their respective
campuses. This bond issue is a genera obligation of the Nebraska State College Facilities
Corporation, which is a separate lega entity that is not subject to State condtitutiona restrictions
on the incurrence of debt, which may apply to the State itself. The financid resources used to
repay the bonds are appropriations and specia student fees. The bonds bear interest payable
semiannualy, at rates of 4.00% - 5.05% and are due in semiannud ingtallments, which began
March 15, 2000. Principal maturities began September 15, 2000, and continue until 2009.

In January 2002, the Nebraska State College Facilities Corporation authorized the issuance of
$11,375,000 of Series 2002 Bonds. Proceeds are used for the Peru State College Library and
Academic Resource Center Project and the Wayne State College Energy Plant Project. This
bond issue is agenerd obligation of the Nebraska State College Facilities Corporation, which is
a separate legd entity that is not subject to State condtitutiona restrictions on the incurrence of
debt, which may apply to the State itself. The financial resources used to repay the bonds are
appropriations. The bonds bear interest payable semiannudly, at rates of 2.0% - 5.0% and are
due in semiannud ingalments, which began September 1, 2002. Principd maturities began
March 1, 2003, and continue until 2009.

The debt service requirements as of June 30, 2003 are asfollows:

Wayne State College Revenue and Refunding Bond

Year Ending
June 30, Principal Interest Total
2004 $ 135000 $ 351,403 $ 486,403
2005 215,000 348,334 563,334
2006 215,000 343,873 558,873
2007 225,000 338,363 563,363
2008 230,000 331,875 561,875

2009-2013 1,265,000 1,533,213 2,798,213
2014-2018 1,540,000 1,254,458 2,794,458
2019-2023 1,925,000 855,393 2,780,393
Theresfter 2,445,000 317,125 2,762,125

Total $ 8195000 $ 5,674,037 $ 13,869,037
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Long-Term Liabilities (Continued)

Chadron State College Revenue and Refunding Bond

Year Ending
June 30, Principal Interest Total

2004 $ 240,000 $ 69,185 $ 309,185
2005 295,000 64,536 359,536
2006 305,000 58,300 363,300
2007 305,000 50,675 355,675
2008 320,000 41,758 361,758

2009-2013 1,050,000 61,107 1,111,107
Tota $ 2515000 $ 345561 $ 2,860,561

Peru State College Revenue and Refunding Bond

Year Ending
June 30, Principal Interest Total
2004 $ - $ 156623 $ 156,623
2005 100,000 155,698 255,698
2006 100,000 153,623 253,623
2007 100,000 151,123 251,123
2008 100,000 148,273 248,273
2009-2013 565,000 685,290 1,250,290
2014-2018 680,000 561,651 1,241,651
2019-2023 860,000 384,515 1,244,515
Theresfter 1,100,000 142,500 1,242,500
Tota $ 3605000 $ 2,539,296 $ 6,144,296
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Long-Term Liabilities (Continued)

Facilities Corporation Bond (1999 Series)

Year Ending
June 30, Principal Interest Total

2004 $ 575000 $ 242326 $ 817,326
2005 600,000 215,883 815,883
2006 630,000 187,585 817,585
2007 655,000 157,381 812,381
2008 690,000 125,093 815,093

2009-2013 2,160,000 126,900 2,286,900
Tota $ 5310000 $ 1,055,168 $ 6,365,168

Facilities Corporation Bond (2002 Series)

Year Ending

June 30, Principal Interest Total
2004 $ 1,550,000 $ 455153 $ 2,005,153
2005 1,590,000 417,177 2,007,177
2006 1,650,000 357,553 2,007,553
2007 1,715,000 291,552 2,006,552
2008 1,790,000 218,665 2,008,665

2009-2013 2,995,000 149,750 3,144,750
Tota $ 11,290,000 $ 1,889,850 $ 13,179,850
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Long-Term Liabilities (Concluded)

Nebraska State College System Bond Summary

Year Ending
June 30, Principal Interest Total
2004 $ 2,500,000 $ 1,274,690 $ 3,774,690
2005 2,800,000 1,201,628 4,001,628
2006 2,900,000 1,100,934 4,000,934
2007 3,000,000 989,094 3,989,094
2008 3,130,000 865,664 3,995,664
2009-2013 8,035,000 2,556,260 10,591,260
2014-2018 2,220,000 1,816,109 4,036,109
2019-2023 2,785,000 1,239,908 4,024,908
Theredfter 3,545,000 459,625 4,004,625

Total $ 30,915,000 $ 11,503,912 $ 42,418,912

The bond resolutions of the Facilities Corporation Bonds and the Refunding Bonds specify the
funds that need to be established, the required transfers between funds, and the maximum
meaturity limits for the funds invesments. The bond resolutions dso contain certain covenants,
including compliance with aratio of net revenues to debt service. At June 30, 2003, the NSC
was in compliance with these requirements.

Debt Defeasance

On August 27, 2002, the Board of Trustees of the Nebraska State Colleges issued
$14,315,000 in revenue bonds, $8,775,000 of which were to refinance outstanding bonds at
CSC and WSC and pay off outstanding bond anticipation notes at PSC. The remaning bonds
of $5,540,000 were for new projects at PSC and WSC.

The share of the bond issue for the current refunding of CSC debt was $2,515,000, at an
average interest rate of 3.18%, which was used to refund $2,800,000 of bonds with an average
interest rate of 5.55%. The net proceeds of $2,458,127 (after payment of $56,873 of
underwriter discounts, bond insurance premiums, and costs of issuance) plus an additiond
$632,964 of transfer from the prior issue debt service reserve and debt service funds, were
used to repay the debt (debt service to cal of $2,834,573), pay the origind issue discount of
$2,382, and establish the new debt service reserve fund of $251,500. As a result, the 1994
refunding bonds are defeased, and the liability for those onds has been removed from the
Statement of Net Assets.
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Debt Defeasance (Concluded)

The Board of Trustees completed the current refunding to reduce its total debt service payments
over the next nine years by $234,216 and to obtain an economic gain (difference between the
present vaues of the old and new debt service payments) of $199,093.

The share of the bond issue for paying off outstanding bond anticipation notes and obtaining
long-term financing at PSC was $1,980,000 a an average interest rate of 4.69%, which was
used to refund $1,825,000 in bond anticipation notes at an average interest rate of 4.78%. The
net proceeds of $1,927,761 (after payment of $52,239 of underwriter discounts, bond
insurance premiums, and codts of issuance) plus an additional $103,438 of transfer from the
prior issue debt service reserve and debt service funds) were used to repay the debt (debt
service to call of $1,871,664), pay the origind issue discount of $18,725, and establish the new
debt service reserve fund of $40,947. As a result, the 1999 bond anticipation notes are
defeased, and the ligbility for those bond anticipation notes has been removed from the
Statement of Net Assets.

The Board of Trustees completed the refunding of the bond anticipation notes and acquisition of
new long term debt as planned to dlow financing over a 25-year term for PSC dorm
improvements, at a cost of $1,332,853 and an economic loss (difference between the present
vaues of the old and new debt service payments) of $41,674.

The $are of the bond issue for the current refunding of WSC debt was $4,280,000, at an
average interest rate of 4.69%, which was used to refund $4,545,000 of bonds with an average
interest rate of 5.07%. The net proceeds of $4,169,119 (after payment of $110,881 of
underwriter discounts, bond insurance premiums, and codts of issuance) plus an additiona
$761,119 of transfer from the prior issue debt service reserve and debt service funds, were
used to repay the debt (debt service to call of $4,596,185), pay the origind issue discount of
$39,259, and fund the new debt service reserve fund of $297,393. As a result, the 1997
refunding bonds are defeased, and the liability for those bonds has been removed from the
Statement of Net Assets.

The Board of Trustees completed the current refunding to alow WSC to spread its debt, at a

cost of $2,008,720 over the next 25 years with an economic loss (difference between the
present vaues of the old and new debt service payments) of $104,571.
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Rdated Party Transactions

The Wayne State College Foundation, the Chadron State College Foundation, and the Peru
State College Foundation are related parties that are not financidly interrelated organizations.
Each Coallege authorizes the respective Foundation to solicit contributions on its behdf. In the
absence of donor redtrictions, the Foundations have discretionary control over the amounts and
timing of its digributions to the Colleges. The Colleges contract with the Foundations to
provide limited services and office space without charge in exchange for the support the
Colleges receive. The Colleges received monies from the Foundations for scholarships, capita
projects, and genera support in the fiscal year ending June 30, 2003 asfollows:.

College Foundation Totd
WSC Wayne State College Foundation $ 1,101,081
CsC Chadron State College Foundation $ 974,840
PSC Peru State College Foundation $ 416,509

Operating L eases

Noncancellable operating leases for educational service expenses expire in various years
through 2011. These leases generdly contain renewal options for periods ranging from 5 to 10
years and require the NSC to pay dl executory costs (property taxes, maintenance, operating,
and insurance).

Future minimum lease payments a PSC as of June 30, 2003, were:

2004 $ 105586
2005 61,662
2006 44,102
2007 31,250
2008 31,250
2009-2011 75,521
$ 349371

Pension Plan

The NSC has a defined contribution retirement plan currently in effect, which was established
by the Board and may be amended by legidative action. The plan covers dl academic faculty,
adminigrative, and classfied daff, and provides investment options and annuity contracts
administered by the Teachers Insurance and Annuity Association - College Retirement Equities
Fund (TIAA-CREF). The plan provides retirement and death benefits to plan members and
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Pension Plan (Concluded)

thelr beneficiaries. Benefit provisons are contained in the plan document and may be amended
by action of the Board of Trustees. Contribution rates for plan members and the NSC for
2003, expressed as a percentage of covered payroll, was 6% and 7.5%. Contributions actualy
made for the fiscd year ending June 30, 2003 by plan members and the NSC aggregated were
$1,805,969 and $2,262,571, respectively.

Membership in the plan was mandatory for dl full-time faculty and staff who attained the age of
thirty. Voluntary membership is permitted for dl full-time faculty and staff upon reaching the
second anniversary of their employment and the atanment of age twenty-five. The plan
benefits are fully vested a the date of contribution.

The NSC aso sponsors a supplementa retirement annuity plan.  Plan members contributed
$782,745in 2003. The NSC does not contribute to this supplemental plan.

Risk M anagement

The NSC is exposed to various risks of loss related to torts; theft of, damage to and destruction
of assts busness interruption; errors and omissons, employee injuries and illnesses; naturd
disssters and employee hedth and accident benefits. Commercid insurance coverage is
purchased for clams arisng from such matters other than those related to workers
compensation and natura disasters.  Settled clams have not exceeded this commercid
coverage in any of the three preceding years. The State of Nebraska sdf-insures naturd
disasters and workers compensation for al State employees, including NSC employees.

Commitments and Contingencies

Construction Contracts

The Board of Trustees has authorized and approved construction commitments of $4,969,734
as of June 30, 2003. These projects will be funded through State monies, Foundation gifts, and
capitd improvement fees.

WSC $ 3,131,566
CSC 423,433
PSC 1,414,735
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Commitments and Contingencies (Concluded)

Government Grants

The NSC is currently participating in numerous grants from various departments and agencies of
the federd and State governments. The expenditures of grant proceeds must be for dlowable
and dligible purposes. Single audits and audits by the granting department or agency may result
in requests for reimbursement of unused grant proceeds or disdlowed expenditures. Upon
notification of fina approva by the grant department or agency, the grants are consdered
closed.

Subsequent Event

The Nebraska L egidature has authorized the Board of Trustees of the Nebraska State Colleges
to issue additiond revenue bonds in the fiscal year ending June 30, 2004, for projects at CSC
and WSC. The new issues will congtitute Supplemental Resolutions 1V and V' under the Master
Resolution of 2002. The amounts authorized include up to $5.2 million over a 25-year period
to renovate Edna Work Hall and Edna Work Wing at CSC and up to $2 million over a 15-year
period for various smaler renovation projects at WSC dormitories. On December 2, 2003,
$6.9 million in revenue bonds were issued.

New Financial Reporting Standard

The NSC applies the Governmental Accounting Standards Board (GASB) financid reporting
gandards in the preparation of its financid satements. The GASB has issued Statement No.
39, Determining Whether Certain Organizations Are Component Units. For the NSC, this
gtandard will be effective for the fiscal year ending June 30, 2004.

Each College campus has a foundation. This sandard may require the incluson of the
foundetions' financid activities and balances into the NSC's financid statements. The NSC
Office is in the process of reviewing this standard to determine how it should be gpplied to its
financiad statements.
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NEBRASKA STATE COLLEGE SYSTEM
COMBINING SCHEDULE OF NET ASSETS
June 30, 2003

Assets

Current Assets
Cash and Cash Equivalents
Restricted Cash and Cash Equivalents
Accounts Receivable, Net
State Grants and Appropriations Receivable
Other Receivables
Inventories
Loans to Students, Net
Prepaid Expenses
Total Current Assets

Noncurrent Assets
Restricted Cash and Cash Equivalents
Restricted Investments Held by Trustee
Other Receivables
Loans to Students, Net
Capital Assets, Net
Deferred Bond Issue Costs
Total Noncurrent Assets

Total Assets
Liabilities

Current Liabilities
Accounts Payable and Accrued Liabilities
Accrued Compensated Absences
Capital Lease Obligations
Deferred Revenue
Interest Payable
Long-Term Debt
Deposits Held in Custody for Others
Unamortized Bond Premium
Other Liabilities
Total Current Liabilities

Noncurrent Liabilities
Accrued Compensated Absences
Long-Term Debt
Capital Lease Obligations
Unamortized Bond Premium
Other Liabilities
Total Noncurrent Liabilities

Total Liabilities

Net Assets

Invested in Capital Assets, Net of Related Debt

Restricted for:
Expendable
Loans
Debt Service
Other Restricted
Unrestricted
Total Net Assets

System

CSC PSC WSC Office TOTAL
$ 2,955,196 $ 1,351,241 $ 5,118,953 $§ 1,215,346 $ 10,640,736
714,454 230,104 518,036 - 1,462,594
127,359 95,539 203,989 - 426,887
131,628 435,695 610,043 172,112 1,349,478
190,893 4,139 - - 195,032
36,012 13,671 54,752 - 104,435
156,077 87,999 264,124 - 508,200
39,525 21,657 56,186 220 117,588
4,351,144 2,240,045 6,826,083 1,387,678 14,804,950
1,611,073 1,050,203 5,025,054 3,294,528 10,980,858
300,657 - 811,578 1,965,175 3,077,410
- 1,680 - - 1,680
879,156 335,407 1,007,599 - 2,222,162
23,474,653 20,316,986 38,159,310 3,200 81,954,149
81,182 33,309 158,276 104,860 377,627
26,346,721 21,737,585 45,161,817 5,367,763 98,613,886
30,697,865 23,977,630 51,987,900 6,755,441 113,418,836
1,435,558 566,381 3,587,240 34,386 5,623,565
378,536 227,140 594,317 63,256 1,263,249
2,752 - - - 2,752
98,573 124,467 68,081 - 291,121
35,553 78,311 176,241 - 290,105
240,000 - 135,000 2,125,000 2,500,000
93,926 99,295 160,897 - 354,118
- - - 38,585 38,585
- 22,801 - - 22,801
2,284,898 1,118,395 4,721,776 2,261,227 10,386,296
129,208 106,891 224,344 39,849 500,292
2,275,000 3,605,000 8,060,000 14,475,000 28,415,000
2,520 - - - 2,520
- - - 154,338 154,338
- 168,782 - - 168,782
2,406,728 3,880,673 8,284,344 14,669,187 29,240,932
4,691,626 4,999,068 13,006,120 16,930,414 39,627,228
20,914,653 16,745,295 30,122,585 (16,491,940) 51,290,593
1,322,926 465,248 1,372,716 - 3,160,890
1,872,085 989,186 4,810,735 5,840,031 13,512,037
562,013 155,677 83,139 - 800,829
1,334,562 623,156 2,592,605 476,936 5,027,259
$ 26,006,239 $ 18,978,562 § 38,981,780  $(10,174,973) § 73,791,608
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NEBRASKA STATE COLLEGE SYSTEM

COMBINING SCHEDULE OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
Fiscal Year Ended June 30, 2003

Operating Revenues
Tuition and Fees, Net
Federal Grants and Contracts
State Grants and Contracts
Auxiliary Enterprises, Net
Other Operating Revenues
Total Operating Revenues

Operating Expenses
Compensation and Benefits
Contractual Services
Supplies and Materials
Scholarships and Fellowships
Depreciation
Utilities
Repairs and Maintenance
Communications
Food Service
Other Operating Expenses

Total Operating Expenses

Operating Loss
Nonoperating Revenues (Expenses)
State Appropriations
Federal Grants and Contracts
State Grants and Contracts
Private Grants and Contracts
Investment Income
Interest on Capital Asset-Related Debt
Other Nonoperating Revenues (Expenses)
Total Nonoperating Revenues

Gain (Loss) Before Other Revenues
and Transfers

Capital State Grants and Contracts
Capital Facilities Fee

Transfers

Capital Contributions

Capital Appropriations and Grants
Increase in Net Assets

Net Assets, Beginning of Year, as Restated

Net Assets, End of Year

System

CSC PSC WSC Office Total
$ 3,546,378 $ 1,812,780 $ 6,235,597 § - $ 11,594,755
2,463,144 1,163,850 2,915,888 - 6,542,882
140,265 327,220 152,823 - 620,308
3,301,540 985,866 3,899,796 - 8,187,202
40,312 112,062 125,835 2,466 280,675
9,491,639 4,401,778 13,329,939 2,466 27,225,822
15,442,245 7,865,513 20,084,907 668,525 44,061,190
567,356 540,269 715,542 133,564 1,956,731
2,899,702 545,333 1,742,040 11,557 5,198,632
640,681 85,005 407,006 - 1,132,692
1,146,563 525,213 1,221,630 504 2,893,910
906,970 506,571 1,411,922 - 2,825,463
206,317 329,441 355,439 60 891,257
273,643 212,987 507,282 19,310 1,013,222
777,540 547,045 1,130,415 - 2,455,000
736,307 907,192 2,095,378 156,695 3,895,572
23,597,324 12,064,569 29,671,561 990,215 66,323,669
(14,105,685) (7,662,791)  (16,341,622) (987,749)  (39,097,847)
12,898,037 7,003,188 15,454,303 892,484 36,248,012
954,282 336,529 805,607 - 2,096,418
- 156,284 302,544 - 458,828
529,792 129,362 325,478 - 984,632
186,585 89,979 329,261 548,957 1,154,782
(94,617) (149,965) (294,853) (725,959) (1,265,394)
(9,109) 52,035 (211,505) (73,181) (241,760)
14,464,970 7,617,412 16,710,835 642,301 39,435,518
359,285 (45,379) 369,213 (345,448) 337,671
118,782 - - - 118,782
- - - 891,756 891,756
177,360 4,530,902 3,885,238 (8,593,500) -
302,161 12,676 597,245 - 912,082
995,489 664,555 1,116,881 986,769 3,763,694
1,953,077 5,162,754 5,968,577 (7,060,423) 6,023,985
24,053,162 13,815,808 33,013,203 (3,114,550) 67,767,623
$ 26,006,239 $ 18,978,562  $ 38,981,780 $(10,174,973) $ 73,791,608
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NEBRASKA STATE COLLEGE SYSTEM

COMBINING SCHEDULE OF CASH FLOWS

Fiscal Year Ended June 30, 2003

Cash Flows From Operating Activities
Tuition and Fees
Grants and Contracts
Payments to Suppliers
Payments for Ultilities
Payments to Employees
Loans Issued to Students
Collections of Loans to Students
Sales and Services of Auxiliary Enterprises
Other Payments

Net Cash Used by Operating Activities

Cash Flows From Noncapital Financing Activities
State Appropriations
Grants and Contracts
Contributions

Net Cash Provided by Noncapital Financing Activities

Cash Flows From Capital and Related Financing Activities
Receipt from State for Capital Purchases
Purchase of Capital Assets
Proceeds from Issuance of Capital Debr
Principal Paid on Capital Debt
Interest Paid on Capital Debt
Capital Contributions
Transfers
Capital Facilities Fees
Other Capital and Related Financing Activities

Net Cash Provided (Used) by Capital
and Related Financing Activities

Cash Flows From Investing Activities
Proceeds from Sales and Maturities of Investment:
Purchase of Investments
Investment Income

Net Cash Provided (Used) by Investing Activities
Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

Reconciliation of Cash and Cash Equivalents
to the Statement of Net Assets
Cash and Cash Equivalents
Restricted Cash and Cash Equivalents - Current
Restricted Cash and Cash Equivalents - Noncurrent

Total Cash and Cash Equivalents

Reconciliation of Net Operating Revenues (Expenses)
to Net Cash Used in Operating Activities

Operating Loss

Depreciation Expense

Changes in Operating Assets and Liabilities
Receivables, Net
Inventories
Accounts Payable and Accrued Liabilities
Accrued Compensated Absences
Other Assets and Liabilities

Net Cash Used in Operating Activities
Supplemental Cash Flows Information

Accounts Payable Incurred for Capital Asset Purchases

System

CSC PSC WSC Office Total
$ 3,438,853 § 1,961,569 $§ 6,182,839 $ - §$ 11,583,261
2,603,409 1,491,070 3,075,278 - 7,169,757
(6,439,014) (2,155,740) (6,020,547) (141,723) (14,757,024)
(906,970) (506,571) (1,411,922) - (2,825,463)
(15,364,260) (7,791,766) (19,916,936) (665,505) (43,738,467)
(210,323) (257,131) (332,672) - (800,126)
229,455 74,461 279,982 - 583,898
3,280,029 1,002,572 3,939,855 - 8,222,456
45,584 (685,887) (257,755) (154,229) (1,052,287)
(13,323,237) (6,867,423) (14,461,878) (961,457) (35,613,995)
12,881,212 6,605,656 15,722,122 1,220,073 36,429,063
1,499,310 617,710 1,549,945 - 3,666,965
- 52,035 - - 52,035
14,380,522 7,275,401 17,272,067 1,220,073 40,148,063
1,232,103 (176,774) 1,116,881 984,469 3,156,679
(2,066,789) (5,895,279) (7,371,663) - (15,333,731)
2,515,000 3,605,000 8,195,000 - 14,315,000
(3,040,000) (1,825,000) (4,985,000) (635,000) (10,485,000)
(158,157) (339,476) (317,104) (744,991) (1,559,728)
302,161 12,676 597,245 - 912,082
177,360 4,530,902 3,885,238 (8,593,500) -
- - - 891,756 891,756
(9,111) - (211,505) (73,181) (293,797)
(1,047,433) (87,951) 909,092 (8,170,447) (8,396,739)
302,796 251,328 905,846 - 1,459,970
- - - (1,965,175) (1,965,175)
186,585 89,979 329,261 548,957 1,154,782
489,381 341,307 1,235,107 (1,416,218) 649,577
499,233 661,334 4,954,388 (9,328,049) (3,213,094)
4,781,490 1,970,214 5,707,655 13,837,923 26,297,282
$ 5,280,723 $§ 2,631,548 $ 10,662,043 $ 4,509,874 $ 23,084,188
$ 2,955,196 $§ 1,351,241 § 5,118,953 $§ 1,215,346 $ 10,640,736
714,454 230,104 518,036 - 1,462,594
1,611,073 1,050,203 5,025,054 3,294,528 10,980,858
$ 5280,723 § 2,631,548 $ 10,662,043 $ 4,509,874 $ 23,084,188
$(14,105,685) $ (7,662,791) $(16,341,622) $ (987,749) $(39,097,847)
1,146,563 525,213 1,221,630 504 2,893,910
(51,515) (31,216) (52,758) - (135,489)
1,490 5,851 (13,352) - (6,011)
(473,242) 66,143 590,449 25,788 209,138
102,956 30,889 114,310 - 248,155
56,196 198,488 19,465 - 274,149
$(13,323,237) § (6,867,423) $(14,461,878) $ (961,457) $(35,613,995)
$ 110,547 $ 61,068 § 1,204959 $ - 8§ 1,376,574
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NEBRASKA STATE COLLEGE SYSTEM

SCHEDULE OF EXPENDITURES OF FEDERAL AWARD¢
Fiscal Year Ended June 30, 2003

Federal Agency CFDA
Cluster/Program Pass-Through Entity Number Expenditures
U.S. Department of Education
Student Financial Aid:
Federal Supplemental Educationa
Opportunity Grant 84.007 § 209,647
Federal Family
Education Loans 84.032 10,065,257
Federal Work-Study Progran 84.033 528,574
Federal Perkins Loan Progran 84.038 3,672,718
Federal Pell Grant Programn 84.063 6,124,363
Federal Direct Student Loans 84.268 3,575,304
Total Student Financial Aid 24,175,863
Higher Education
Institutional Aid 84.031 6,750
TRIO Student Support Services 84.042 754,368
Fund for the Improvement of
Postsecondary Educatior 84.116 350,740
Migrant Education - NE ESU #13
State Grant Program Scottsbluff 84.011 777
Leveraging Educational NE Dept. of Education
Assistance Partnership Coordinating Commission
for Postsecondary
Education 84.069 41,508
Eisenhower Professional NE Dept. of Education 84.168 12,935
Development-Federal Activities Coordinating Commission
for Postsecondary
Education
Special Education NE Dept. of Education 84.173 46,872
Preschool Grants
Eisenhower Professional NE Dept. of Education
Development State Grants Coordinating Commission
for Postsecondary
Education 84.281 73,886
Cooperative Education National Council on
Exchange Program Economic Education 84.304 2

-34 -



NEBRASKA STATE COLLEGE SYSTEM

SCHEDULE OF EXPENDITURES OF FEDERAL AWARD¢
Fiscal Year Ended June 30, 2003

(Continued)
Federal Agency CFDA
Cluster/Program Pass-Through Entity Number Expenditures
Gaining Early Awareness and
Readiness for Undergraduate Little Priest 84.334 9,962
Programs Tribal College
Teacher Quality Enhancement
Grants NE Dept. of Education 84.336 94,503
Preparing Tomorrow's Teachers
to Use Technology NE Dept. of Education 84.342 53,044
Improving Teacher Quality NE Dept. of Education 84.367 6,317
State Grants Coordinating Commission
for Postsecondary Education
Early Childhood Educator NE Dept. of Education
Professional Development NE ESU #3 84.349 349
Total U.S. Dept. of Education 25,627,876
U.S. Dept. of Agriculture:
Higher Education Challenge University of Nebraska
Grants at Lincoln 10.217 8,291
U.S. Dept. of Interior:
U.S. Geological Survey Research 15.808 36,709
and Data Acquisition
U.S. Dept. of Transportation:
Highway Planning and
Construction NE Dept. of Roads 20.205 23,519
National Aeronautics and Space Administration:
Aerospace Education Services University of Nebraska
Program at Omaha 43.001 750
National Foundation on Arts & Humanities:
Promotion of the Arts/
Challenge America Grants 45.027 849
Institute of Museum and
Library Services - National
Leadership Grants 45312 251,763
Total National Foundation on Arts & Humanities 252,612
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NEBRASKA STATE COLLEGE SYSTEM

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Fiscal Year Ended June 30, 2003

(Continued)
Federal Agency CFDA
Cluster/Program Pass-Through Entity Number Expenditures
National Science Foundation:
Geosciences University of Nebraska 47.050 11,686
at Lincoln
Biological Sciences Academy of Natural 47.074 7,223
Sciences of Philadelphia
Education and Human Resources University of Montana 47.076 1,000
Education and Human Resources University of Nebraska 47.076 6,948
Total National Science Foundation 26,857
U.S. Small Business Administration:
Small Business Development University of Nebraska
Center at Omaha 59.037 87,304
U.S. Dept. of Health and Human Services:
Research Infrastructure University of Nebraska
Medical Center 93.389 189,147
Corporation for National and Community Service:
Learn and Serve America University of Nebraska
School and Community Based
Programs 94.004 8,110
Learn and Serve America University of Nebraska
Higher Education 94.005 327
Total Corporation for National and Community Service 8,437
Total Federal Awards $ 26,261,502

See Notes to Schedule of Expenditures of Federal Awards.
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Note 1:

Note 2:

Note 3:

Note 4:

NEBRASKA STATE COLLEGE SYSTEM
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Fiscal Year Ended June 30, 2003

This schedule includes the federal awards activity of the Nebraska State College System
(NSC) and is presented on the accrual basis of accounting. The information in this
schedule is presented in accordance with the requirements of U.S. Office of Management
and Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Therefore, some amounts presented in this schedule may differ
from amounts presented in, or used in the preparation of, the basic financial statements.

The NSC did not provide federal awards to subrecipients.

Major programs were determined in accordance with OMB Circular A-133. The Student
Financial Aid Cluster was considered the major program for the NSC.

The NSC administers the Perkins Loan Program for which the federal government
imposes continuing compliance requirements (other than repayment of the loan). In
accordance with OMB Circular A-133, expenditures for the Perkins Loan Program
include the balance of loans from previous years of $3,107,917, plus the value of new
loans made during the fiscal year, plus any interest subsidy, cash, or administrative
allowance received.
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NEBRASKA STATE COLLEGE SYSTEM

COMBINING SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Fiscal Year Ended June 30, 2003

Federal Agency CFDA
Cluster/Program Pass-Through Entity Number CSC PSC WSC Total
U.S. Department of Education:
Student Financial Aid:
Federal Supplemental Educational
Opportunity Grant 84.007 61,235 57,547 § 90,865 § 209,647
Federal Family
Education Loans 84.032 614,694 2,399,329 7,051,234 10,065,257
Federal Work-Study Program 84.033 291,572 83,348 153,654 528,574
Federal Perkins Loan Program 84.038 1,389,562 514,490 1,768,666 3,672,718
Federal Pell Grant Program 84.063 2,285,354 1,069,007 2,770,002 6,124,363
Federal Direct Student Loans 84.268 3,575,304 - - 3,575,304
Total Student Financial Aid 8,217,721 4,123,721 11,834,421 24,175,863
Higher Education
Institutional Aid 84.031 - - 6,750 6,750
TRIO Student Support Services 84.042 238,258 264,012 252,098 754,368
Fund for the Improvement of
Postsecondary Education 84.116 - - 350,740 350,740
Migrant Education - NE ESU #13
State Grant Program Scottsbluff 84.011 - - 777 777
Leveraging Educational NE Dept. of Education
Assistance Partnership Coordinating Commission
for Postsecondary
Education 84.069 15,110 7,571 18,827 41,508
(Continued)
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NEBRASKA STATE COLLEGE SYSTEM

COMBINING SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Fiscal Year Ended June 30, 2003

Federal Agency CFDA
Cluster/Program Pass-Through Entity Number CSC PSC WSC Total
Eisenhower Professional NE Dept. of Education 84.168 12,935 - - 12,935
Development-Federal Activities Coordinating Commission
for Postsecondary
Education
Special Education NE Dept. of Education 84.173 46,872 - - 46,872
Preschool Grants
Eisenhower Professional NE Dept. of Education
Development State Grants Coordinating Commission
for Postsecondary
Education 84.281 18,529 - 55,357 73,886
Cooperative Education National Council on
Exchange Program Economic Education 84.304 - - 2 2
Gaining Early Awareness and
Readiness for Undergraduate Little Priest 84.334 - - 9,962 9,962
Programs Tribal College
Teacher Quality
Enhancement Grants NE Dept. of Education 84.336 21,197 - 73,306 94,503
Preparing Tomorrow's Teachers
to Use Technology NE Dept. of Education 84.342 28,824 12,263 11,957 53,044
Improving Teacher Quality NE Dept. of Education 84.367 6,317 - - 6,317
State Grants Coordinating Commission
for Postsecondary Education
(Continued)
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Federal Agency
Cluster/Program

NEBRASKA STATE COLLEGE SYSTEM

COMBINING SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Fiscal Year Ended June 30, 2003

Pass-Through Entity

CFDA
Number

CSC

PSC

WSC

Total

Early Childhood Educator
Professional Development

Total U.S. Dept. of Education

U.S. Dept. of Agriculture:
Higher Education Challenge
Grants

U.S. Dept. of Interior:
U.S. Geological Survey Research
and Data Acquisition

U.S. Dept. of Transportation:
Highway Planning and
Construction

NE Dept. of Education
NE ESU #3

University of Nebraska
at Lincoln

NE Dept. of Roads

National Aeronautics and Space Administration:

Aerospace Education Services
Program

National Foundation on Arts & Humanities:

Promotion of the Arts/
Challenge America Grants

Institute of Museum and
Library Services - National
Leadership Grants

University of Nebraska
at Omaha

Total National Foundation on Arts & Humanities

- 40 -

84.349

10.217

15.808

20.205

43.001

45.027

45.312

349

349

8,606,112

4,407,567

12,614,197

8,291

25,627,876

8,291

36,709

36,709

23,519

23,519

750

750

251,763

849

849

251,763

251,763

849

252,612
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NEBRASKA STATE COLLEGE SYSTEM

COMBINING SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Fiscal Year Ended June 30, 2003

Federal Agency CFDA
Cluster/Program Pass-Through Entity Number CSC PSC WSC Total
National Science Foundation:
Geosciences University of Nebraska 47.050 11,686 - 11,686
at Lincoln
Biological Sciences Academy of Natural 47.074 - 7,223 7,223
Sciences of Philadelphia
Education and Human Resources University of Montana 47.076 - 1,000 1,000
Education and Human Resources University of Nebraska 47.076 - 6,948 6,948
Total National Science Foundation 11,686 15,171 26,857
U.S. Small Business Administration:
Small Business Development University of Nebraska
Center at Omaha 59.037 31,050 56,254 87,304
U.S. Dept. of Health and Human Services:
Research Infrastructure University of Nebraska
Medical Center 93.389 89,430 99,717 189,147
Corporation for National and Community Service:
Learn and Serve America University of Nebraska
School and Community
Based Programs 94.004 - 8,110 8,110
(Continued)
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NEBRASKA STATE COLLEGE SYSTEM

COMBINING SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Fiscal Year Ended June 30, 2003

Federal Agency CFDA
Cluster/Program Pass-Through Entity Number CSC PSC WSC Total
Learn and Serve America University of Nebraska
Higher Education 94.005 - - 327 327
Total Corporation for National and Community Service - - 8,437 8,437
Total Federal Awards $ 9,051,019 $ 4,407,567 $ 12,802,916 $ 26,261,502
(Concluded)
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INDEPENDENT AUDITORS REPORT ON COMPLIANCE AND
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON
THE AUDIT OF THE FINANCIAL STATEMENTSIN ACCORDANCE

WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees of the Nebraska State College System
Lincoln, Nebraska

We have audited the financid statements of the Nebraska State College System
(NSC) as of and for the year ended June 30, 2003, and have issued our report
thereon dated November 21, 2003. We conducted our audit in accordance with
auditing standards generdly accepted in the United States of America and the
sandards applicable to financid audits contained in Government Auditing
Standards, issued by the Comptroller Generd of the United States.

Compliance

As pat of obtaining reasonable assurance about whether the NSC's financid
datements are free of material misstatement, we performed tests of its compliance
with certain provisons of laws, regulations, contracts, and grants, noncompliance
with which could have a direct and materid effect on the determination of financia
datement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express
such an opinion.  The results of our tests disclosed no instances of noncompliance
that are required to be reported under Government Auditing Standards.
However, we noted certain immaterid instances of noncompliance, which we have
reported to management of the NSC in a separate letter dated November 21,
2003.

Internal Control Over Financial Reporting

In planning and performing our audit, we consdered the NSC's internd control
over financid reporting in order to determine our auditing procedures for the
purpose of expressng our opinion on the financia statements and not to provide
assurance on the internd control over financid reporting.  However, we noted a
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certain matter involving the interna control over financid reporting and its operating that we consider to
be a reportable condition. Reportable conditions involve matters coming to our atention relaing to
ggnificant deficdendies in the design or operation of the interna control over financid reporting thet, in
our judgment, could adversdly affect the NSC's ability to record, process, summarize, and report
financid data consgent with the assertions of management in the financid statements. A reportable
condition is described in the accompanying Schedule of Findings and Questioned Costs as finding
#03-01.

A materid weakness is a condition in which the design or operation of one or more of the internd

control components does not reduce to ardatively low leve therisk that misstatements in amounts that
would be materid in relation to the financid statements being audited may occur and not be detected
within a timely period by employees in the norma course of performing their assgned functions. Our
consderation of the interna control over financid reporting would not necessarily disclose dl mattersin
the interna control that might be reportable conditions and, accordingly, would not necessarily disclose
al reportable conditions that are also considered to be materiad weaknesses. However, we believe that
the reportable condition described above is not a materia wesakness. We aso noted other matters
involving interna control over financid reporting that we have reported to management of the NSCina
separate | etter dated November 21, 2003.

This report is intended soldy for the information and use of the governing body, management and

federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

Lor DeibloyPc p 4

November 21, 2003 Assigtant Deputy Auditor
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INDEPENDENT AUDITORS REPORT ON COMPLIANCE AND
INTERNAL CONTROL OVER COMPLIANCE
WITH REQUIREMENTSAPPLICABLE TO
MAJOR FEDERAL AWARDS PROGRAMS

Board of Trustees of the Nebraska State College System
Lincoln, Nebraska

Compliance

We have audited the compliance of the Nebraska State College System (NSC)
with the types of compliance requirements described in the U.S. Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement that
are applicable to its mgjor federa program for the year ended June 30, 2003. The
NSC's mgor federd program is identified in the Summary of Auditor’s Results
section of the accompanying Schedude of Findings and Questioned Codts.
Compliance with the requirements of laws, regulaions, contracts, and grants
goplicable to its mgor federal program is the responshility of the NSC's
management. Our respongbility is to express an opinion on the compliance of the
Nebraska State College System based on our audit.

We conducted our audit of compliance in accordance with auditing standards
generdly accepted in the United States of America; the standards gpplicable to
financid audits contained in Government Auditing Standards, issued by the
Comptroller Generd of the United States; and OMB Circular A-133, Audits of
Sates, Local Governments, and Non-Profit Organizations. Those standards
and OMB Circular A 133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and materid effect on a
magor federa program occurred. An audit includes examining, on a test basis,
evidence about the NSC' s compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion. Our audit does not
provide alegd determination on the NSC's compliance with those requirements.
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In our opinion, the Nebraska State College System complied, in dl materid respects, with the
requirements referred to above that are applicable to its mgjor federal program for the year ended
June 30, 2003. However, the results of our auditing procedures disclosed an instance of
noncompliance with those requirements that is required to be reported in accordance with OMB
Circular A-133 and which is described in the accompanying Schedule of Findings and Questioned
Costs as Finding #03-02.

Internal Control Over Compliance

The management of the Nebraska State College System is responsible for establishing and maintaining
effective interna control over compliance with requirements of laws, regulations, contracts, and grants
gpplicable to federd programs. In planning and performing our audit, we consdered the NSC' s interna
control over compliance with requirements that could have a direct and materid effect on a mgor
federd program in order to determine our auditing procedures for the purpose of expressing our opinion
on compliance and to test and report on internal over compliance in accordance with OMB Circular
A-133.

We noted a certain matter involving the interna control over compliance and its operation that we
consider to be a reportable condition. Reportable conditions involve matters coming to our attention
relaing to sgnificant deficiencies in the design or operation of the internd control over compliance that,
in our judgment, could aversdy affect the NSC's ability to administer a mgor federd program in
accordance with the gpplicable requirements of laws, regulations, contracts, and grants. A reportable
condition is described in the accompanying Schedule of Findings and Questioned Codts as Finding #03-
02.

A materid weakness is a condition in which the design or operaion of one or more of the internd

control components does not reduce to arelatively low leved the risk that noncompliance with gpplicable
requirements of laws, regulations, contracts, and grants that would be materid in relation to a mgor
federa program being audited may occur and not be detected within a timely period by employeesin
the normal course of performing their assigned functions. Our congderation of the internal control over
compliance would not necessarily disclose dl matters in the interna control that might be reportable
conditions and, accordingly, would not disclose dl reportable conditions that are so considered to be
materia weaknesses. However, we believe the reportable condition described above is not a materia

weakness.

This report is intended soldy for the information and use of the governing body, management and

federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

@WWQPIQ

November 21, 2003 Assgtant Deputy Auditor
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NEBRASKA STATE COLLEGE SYSTEM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Fiscal Y ear Ended June 30, 2003

Summary of Auditor’s Results

a

Type of report issued as it related to the Nebraska State College System’s (NSC)
basc financid gatements. unqudlified.

A reportable condition in internd control was disclosed by the audit of the NSC's
financid statements and isincluded in the Schedule of Findings and Questioned Cogtsin
Part 11, asitem # 03-01, which is not considered a materia weakness.

The audit disclosed no instances of noncompliance which were materid to the NSC's
basc financid gatements.

A reportable condition in interna control over the mgor program was disclosed by the
audit and is included in the Schedule of Findings and Questioned Cogts in Part 111 as
item #03-02, which is not consdered a materia weskness,

Type of report issued on compliance for mgjor program:  unqudified.

The audit disclosed an audit finding, which is required to be reported in accordance with
section 510(a) of OMB Circular A-133 and isincluded in the Schedule of Findings and
Questioned Cogtsin Part 111.

The following are consdered mgor programs.

Student Financia Aid Cluster

CFDA # 84.007 Federal Supplementa Educationd Opportunity Grant
CFDA # 84.032 Federd Family Education Loans

CFDA #84.033 Federal Work-Study Program

CFDA # 84.038 Federa Perkins Loan Program

CFDA # 84.063 Federa Pell Grant Program

CFDA #84.268 Federa Direct Student Loans

The threshold used to distinguish between Type A and Type B programs. $787,845.

The NSC did not qualify as alow-risk auditee.
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NEBRASKA STATE COLLEGE SYSTEM
SCHEDUL E OF FINDINGS AND QUESTIONED COSTS
(Continued)

Findings Relating to the Financial Statements which are Required to be Reported in
Accordancewith Government Auditing Standards:

Finding #03-01

Nebraska | nfor mation System

Good interna control requires a plan of organization, procedures, and records, designed to
safeguard assets and provide reliable financid records.  Without adequate training, written
procedures, and controls, thereis arisk that employees may unintentionally corrupt critical deta,
and that errors could occur and go undetected.

During the fisca year ended June 30, 2003, the State of Nebraska implemented significant
components of a new information system cdled the “Nebraska Information System” (NIS).

Two mgor components were the Payroll component, which went live on January 3, 2003, and
the Financid component, which went live on March 1, 2003. All Nebraska Accounting System
(NAYS) financia data from July 1, 2002 through February 28, 2003 (excluding payroll from
January through February as NIS payroll went live January 3, 2003) was converted to NIS as
of March 1, 2003. NIS affects al Nebraska State agencies.

A consultant hired by the Auditor of Public Accounts (APA) with expertise in studying large
computer systems performed a study of NIS processes and controls prior to June 30, 2003.
The APA dso peformed a preliminary examination of internal controls as of June 30, 2003 at
dl State agencies in July and August of 2003. In addition, while performing examination
procedures the APA has identified other concernsrelated to NIS.

From these studies and examinations, the APA has identified concerns and aress where
improvement to NIS is needed. The following are the more significant concerns or areas where
improvement is needed to ensure NIS integrity and operationd efficiency:

a. The reconciliation between the State Treasurer’s actual bank statements and records,
the NAS/NIS accounting records, and the related disposition of reconciling items was
not completed for November 2002 through December 2003 in a timey manner.
Subsequent to December 2003, the Department d Adminidrative Services (DAS)
Accounting Division performed some reconciliation procedures. As of April 28, 2004
the June 30, 2003 reconciliation indicates an unknown variance between the bank
records and the accounting records of $3,654,783, with the bank being short compared
to the accounting records.  The monthly reconciliations during the audit period and
subsequent months indicate fluctuations in the variance amounts. Complete and timely
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NEBRASKA STATE COLLEGE SYSTEM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

reconciliation procedures between bank records and accounting records provide
control over cash and accurate financid information. The reconciliation procedures
should be done timdy and on a monthly bass to ensure dl financid information is
correct in NIS.

. Two key financid reports to be prepared and presented by the DAS Accounting
Divison were not completed in atimely manner. The Annua Budgetary Report as of
June 30, 2003 was not completed until January 2004. The Comprehensve Annud

Financia Report has yet to be completed for the fiscal year ended June 30, 2003.

Timey reporting of the Stat€'s financiad information is key to dl users of such
information, especialy State policy makers, when making informed policy decisons.

. As of June 30, 2003 a comprehensive written NIS policy and procedures manual had

not been prepared. Subsequent to June 30, 2003, DAS Accounting Divison has made
some progress in updating the prior Nebraska Accounting System (NAS) and
Nebraska Employees Information System (NEIS) policy and procedures manuas to
incorporate NIS policies. However, as of the date of this report these policy updates
are not complete. With hundreds of users of NIS, it becomes imperdative the State has
a comprehensive policy and procedure manua to help ensure consstent and accurate
accounting of the State’ sfinancid transactions.

. Labor didgribution - The NIS payroll gpplication is not dlocating sdaries and benefits
appropriatey to sdaried employees who incur hours that are distributed across multiple
business units. This appliesto most agencies funds, programs, and grants.

. A ddailed andyss has not been peformed to determine whether users received
adequate training to enable them to gppropriately perform their job functions. Training
provided for the implementation of NIS was limited to navigationd training and did not
incude explanatory informationd traning.

A records retention policy has not been implemented to ensure an adequate audit trail is
maintained for NIS information. The records retention schedules only state, “ Obsolete
with implementation of NIS.”

. The payroll component is not designed to promote an effective segregation of duties.

Critical function access rights - Access to sendgtive General Accounting functions has
been provided to individuals who may not require such access as a part of their job
responshilities.

Information security procedures - The State has not documented or formalized
comprehensive information security procedures for NIS.

Busness continuity planning - The State has not implemented a formal, comprehensive
business continuity or disaster recovery plan that comprehends both NIS and its
supporting infrastructure.
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NEBRASKA STATE COLLEGE SYSTEM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

The issues identified above are the responsbility of the Department of Administrative Services
Accounting Divison and NIS Functiona Team as they relate directly to NIS; however, they
directly affect dl Nebraska State agencies financid information and must be disclosed in this
report. The results of the consultant’s study of NIS were communicated in a separate report to
the Department of Adminidrative Services, who is responsible for NIS.  Letters to each State
agency communicated the results of the APA’s preiminary examination of interna controls at
the State agency level. Additional concerns identified by the APA were communicated to the
appropriate State officids.

NSC’s Response:  The NSC does not have decision-making authority regarding NIS; and,
as such, the comments above are not within the management oversight of the NSC for
response. It is the responsibility of the NSC to assure that documents and transactions
have posted correctly and are fairly represented on NSC financial information. We
believe this has been done.

Findings and Questioned Costs Relating to Federal Awards:

Finding #03-02

Program: Student Financia Aid Cluster
Federal Grantor Agency: U.S. Department of Education
Campus. Wayne State College

Criteria: 34 C.F.R. Section 668.53 requires colleges to “establish and use written policies and
procedures for verifying information contained in a student aid gpplication.”

Condition: Verification procedures for 2 of 30 students tested at Wayne State College were
not appropriately completed on a timely bass. Amounts were awarded to these students in
August 2002 and January 2003; the verifications were completed in June 2003 &fter fileswere
requested and exceptions were noted by the auditor. Asaresult, an additiona $100 Pell avard
was owed to one student. One student was awarded $300 more in Pell grant money than he
was digible to receive. No exceptions were noted in testing a Peru or Chadron State Colleges.

Questioned Costs: None

Context: The verification process was tested on a sample a Wayne State College of 30 out of
1,244 gudents. The sample had totd aid of $141,033 while the population had totd aid of
$2,328,362.

Cause: Unknown
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NEBRASKA STATE COLLEGE SYSTEM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Effect: The College did not comply with the gpplicable Code of Federad Regulations.

Recommendation: We recommend Wayne State College implement procedures to ensure the
verification process is performed in accordance with federd regulations.

NSC's Response:  The Financial Aid office has implemented the new verification process.
All Financial Aid employees have been included to make sure that they are
knowledgeable on the verification requirements. One dtaff person will perform
verification and a professional staff person will perform a double check before awarding
thefile. This double check should help assure accuracy and catch any errors before aid is
awarded.

Corrections were made within the award year to the students in question. Additional
checking of verifications was performed to assure accuracy following the audit finding.

Summary Schedule of Prior Year Audit Findings.

Finding: #02-01

Status: Corrective Action Taken

Hnding: #02-02

Status: Corrective Action Not Completed for Fiscal
Y ear 2003; to be Implemented for Fisca
Y ear 2004.
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